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Auditing to build public confidence SOUTH AFRICA 

REPORT OF THE AUDITOR-GENERAL TO THE NORTH WEST PROVINCIAL LEGISLATURE 

AND THE COUNCIL OF THE GREATER TAUNG LOCAL MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I was engaged to audit the financial statements of the Greater Taung Local Municipality set out 
on pages XX to XX, which comprise the statement of financial position as at 30 June 2013, the 
statement of financial performance, statement of changes in net assets and the statement of 
cash flows for the year then ended and the notes, comprising of a summary of significant 
accounting policies and other explanatory information. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these financial 
statements in accordance with the South African Standards of Generally Recognised 
Accounting Practice (SA Standards of GRAP), the requirements of the Municipal Finance 
Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA), the Division of Revenue 
Act of South Africa, 2012 (Act No. 5 of 2012) (DoRA), and for such internal control as the 
accounting officer determines is necessary to enable the preparation of financial statements 
that are free from material misstatement, whether due to fraud or error. 

Auditor-General’s responsibility 

3. My responsibility is to express an opinion on the financial statements based on conducting the 
audit in accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA), 
the General Notice issued in terms thereof and International Standards on Auditing. Because 
of the matters described in the basis for disclaimer of opinion paragraphs, however, I was 
unable to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion. 

Basis for disclaimer of opinion 

Property, plant and equipment 

4. The municipality did not comply with the requirements of paragraphs 38, 39, 53, 61, 71 and 73 
of the SA Standard of GRAP, GRAP 17, Property, plant and equipment as the municipality has 
not yet completed its process of unbundling property, plant and equipment to adhere to these 
requirements. I was unable to practicably quantify the extent of misstatements and was unable 
to confirm property, plant and equipment by alternative means. Consequently I was unable to 
determine whether any adjustment relating to property, plant and equipment of R425 149 895 
(2012; R460 080 084) disclosed in the statement of financial position and note 5 to the 
financial statements and the related depreciation and amortisation expense of R46 040 854 
(2012; R47 716 626) disclosed in the statement of financial performance and note 21 to the 
financial statements were necessary. 

5. SA Standard of GRAP, GRAP 31 , Intangible assets, define an intangible asset as an 
identifiable non-monetary asset without physical substance. The municipality did not 
recognise any intangible assets. I was unable to practically determine the amount of 
understatement of intangible assets and the consequential impact on the deficit for the period 
and accumulated surplus contained in the financial statements. 
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Consumer debtors 

6. SA Standard of GRAP, GRAP 104, Financial Instruments, require that an entity shall assess at 
the end of each reporting period whether there is any objective evidence that a financial asset 
or group of financial assets is impaired. The municipality did not correctly assess consumer 
debtors, individually or by category, for any indication that these assets may be impaired. I 
was unable to confirm consumer debtors by alternative means. Consequently, I was unable to 
determine whether any adjustment relating to consumer debtors of R26 550 800 

(2012; R25 152 301) and the related provision for doubtful debt of R1 9 210 219 

(2012: R22 991 952) disclosed in the statement of financial position and note 2 to the financial 

statements was necessary. 

Investment property 

7. I was unable to obtain sufficient appropriate audit evidence for investment property as the 
municipality did not safely keep all documents pertaining to investment property. I was unable 
to confirm investment property by alternative means. Consequently I was unable to determine 
whether any adjustment relating to investment property of R3 241 500 (2012; R3 241 500) 
disclosed in the statement of financial position and note 6 to the financial statements were 
necessary. 

Inventories 

8. I was unable to obtain sufficient appropriate audit evidence for inventories as the municipality 
did not have an adequate document management system for all land held for sale recorded as 
inventory. I was unable to confirm the inventories by alternative means. Consequently, I was 
unable to determine whether any adjustment to inventories of R255 894 (2012: R69 040 075) 
disclosed in the statement of financial position and note 3 to the financial statements were 
necessary. 

Trade and other payables 

9. I was unable to obtain sufficient appropriate audit evidence regarding trade and other payables 
as the municipality did not have an adequate document management system for trade and 
other payables. I was unable to confirm trade and other payables by alternative means. 
Consequently I was unable to determine whether any adjustment relating to trade and other 
payables of R14 701 859 (2012: RIO 246 506) disclosed in the statement of financial position 
and note 7 to the financial statements were necessary. 

Provisions 

10. The SA Standard of GRAP, GRAP 19, Provisions, contingent liabilities and contingent assets 
require that provisions be recognised when an entity has a present obligation that will result in 
an outflow of economic resources that can be reliably estimated. The municipality did not 
recognise provisions for the restoration of the landfill sites and a provision for long service 
awards to employees who qualify for additional leave as a result of their long service within the 
municipality. I was unable to practically determine the amount of understatement of provisions 
and the consequential impact on the deficit for the period and accumulated surplus contained 
in the financial statements. 

11. In the prior year, I was unable to obtain sufficient appropriate audit evidence for the provision 
of the landfill site of R2 500 000 included in the provision for doubtful debts expense 
corresponding figure disclosed the statement of financial performance. Consequently my audit 
opinion on the financial statements for the period ended 30 June 2012 was modified 
accordingly. As management did not take any corrective steps, I was unable to determine 
whether any adjustment to this amounts were necessary. My opinion on the current period’s 
financial statements is also modified because of the possible effect of this matter on the 
comparability of the current period’s figures. 
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Unauthorised, irregular and fruitless and wasteful expenditure 

12. The municipality did not include all particulars of irregular expenditure in note 30.3 to the 
financial statements as required by section 125(2)(d)(i) of the MFMA. The municipality made 
payments in contravention of the supply chain management requirements which were not 
included in irregular expenditure, resulting in irregular expenditure being understated by 
R66 695 518 (2012: R46 054 708). In addition, I was unable to obtain sufficient appropriate 
audit evidence to determine that awards of R51 488 005 (2012; R26 899 933) were made in 
terms of the municipality’s supply chain management policy. I was unable to confirm irregular 
expenditure by alternative means. Consequently I was unable to determine whether any 
further adjustments to irregular expenditure of R39 458 929 (2012; R34 447 253) disclosed in 
note 30.3 to the financial statements was necessary. 

13. I was unable to obtain sufficient appropriate audit evidence for the unauthorised expenditure of 
R3 653 581 (2012: R3 840 120) or that this unauthorised expenditure disclosed as “approved 
by council or condoned” were appropriately dealt with in terms of section 32(2) of the MFMA. 

In addition, R6 407 482 incurred in the previous years was not disclosed. I was unable to 
confirm unauthorised expenditure by alternative means. Consequently I was unable to 
determine whether any adjustment relating to unauthorised expenditure of RO (2012: RO) 
disclosed in note 30.1 to the financial statements was necessary 

14. In the prior year, fruitless and wasteful expenditure of R977 556 was incurred that was not 
disclosed as required by section 125 of the MFMA. Consequently my audit opinion on the 
financial statements for the period ended 30 June 2012 was modified accordingly. As 
management did not take any corrective steps, I was unable to determine whether any 
adjustment to this amount was necessary. My opinion on the current period’s financial 
statements is also modified because of the possible effect of this matter on the comparability 
of the current period’s figures. 

Other income, public contributions and donations 

15. I was unable to obtain sufficient appropriate audit evidence regarding other income, public 
contributions and donations as the municipality did not have an adequate document 
management system to properly account for assets at fair value. I was unable to confirm other 
income, public contributions and donations by alternative means. Consequently, I was unable 
to determine whether any adjustment to other income, public contributions and donations of 
R3 125 485 (2012: R75 138 731) disclosed in the statement of financial performance and 
note 18 to the financial statements was necessary. 

Accumulated surplus 

16. I was unable to obtain sufficient appropriate audit evidence regarding the accumulated surplus 
as the municipality could not provide any information for adjustments made to the accumulated 
surplus for the current and prior year. I was unable to confirm accumulated surplus by 
alternative means. Consequently I was unable to determine whether any adjustment to 
accumulated surplus of R430 786 929 (2012: R564 317 890) disclosed in the statement of 
changes in net assets and the statement of financial position was necessary. 

Repairs and maintenance 

17. SA standards of GRAP, GRAP 17, Property, plant and equipment requires that an item that 
meets the definition of property, plant and equipment should be recognised on acquisition and 
that after recognition as an asset, the asset should be carried at cost less accumulated 
depreciation and impairment losses. Contrary to these requirements the municipality expensed 
assets with a cost price of R4 084 049 as repairs and maintenance. The municipality’s records 
did not permit the application of alternative audit procedures and consequently I was unable to 
determine the impact of the expensed assets on the depreciation expense in the statement of 
financial performance as well as the carrying amount of the property, plant and equipment 
disclosed in the statement of financial position. 
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GRAP disclosure 

18. The municipality did not disclose in the financial statements the new SA Standards of GRAP 
that have been issued, yet not effective or that were not applied as required by SA Standards 
of GRAP, GRAP 3, Accounting policies, changes in accounting estimates and errors and the 
possible impact that the application of the new standards will have on the entity’s financial 
statements in the period of initial application. I was unable to practicably quantify the extent of 
these disclosure misstatements. 

Prior period errors 

19. I was unable to obtain sufficient appropriate audit evidence for the restatement of the 
corresponding figures for property, plant and equipment, investment property, VAT receivable, 
provisions and depreciation as required by SA Standard of GRAP, GRAP 3, Accounting 
policies, changes in accounting estimates and errors. As described in note 38 to the financial 
statements, the restatement was made in order to rectify a prior year misstatement. I was 
unable to confirm the restatement by alternative means. Consequently I was unable to 
determine whether any adjustment to property, plant and equipment, investment property, VAT 
receivable, provisions and depreciation corresponding figures in the financial statements was 
necessary. 

Budget presentation 

20. I was unable to obtain sufficient appropriate audit evidence on the presentation of budget 
information as required by SA Standard of GRAP, GRAP 24, Presentation of budget 
information in the financial statements as the budget information presented in note 41 could 
not be provided for audit. I was unable to confirm the budget presentation by alternative 
means. Consequently, I was unable to determine whether any adjustments relating to budget 
presentation disclosed in note 41 to the financial statements were necessary. 

Contingencies 

21 . SA Standard of GRAP, GRAP 19, Provisions, contingent liabilities and contingent assets, 
requires that an entity shall disclose for each class of contingent liability at the reporting date a 
brief description of the nature of the contingent liability, an estimate of its financial effect, an 
indication of the uncertainties relating to the amount or timing of any outflow and the possibility 
of any reimbursement. Contrary to this requirement, the municipality did not disclose its 
contingencies. In addition I was unable to obtain sufficient appropriate audit evidence that all 
contingencies have been recorded as the entity did not have adequate systems in place to 
record contingencies and I could not confirm this by alternative means. Consequently, I was 
unable to determine whether any disclosure of contingencies in the financial statements was 
necessary. 

Leases 

22. SA Standard of GRAP, GRAP 13, Leases, requires that an entity shall make disclosures for 
operating leases for the total of future minimum lease payments under non-cancellable, 
operating leases for each of the periods. Contrary to this requirement, the entity did not 
disclose its operating leases. I was unable to obtain sufficient appropriate audit evidence for 
operating leases as information requested from management was not provided. I was unable 
to confirm operating leases by alternative means. Consequently, I was unable to determine 
whether any adjustment relating to operating leases in the financial statements was 
necessary. 

23. SA Standard of GRAP, GRAP 13, Leases requires a lease to be classified as a finance lease if 
it transfers substantially all the risks and rewards incidental to ownership. The municipality is 
party to a number of lease agreements that constitute finance leases, but which have been 
accounted for as operating leases. If these leases had been accounted for as finance leases, 
finance charges would have been R127 162 (2012: R304 625), property, plant and equipment 
would have increased by R2 537 225 (2012: R2 412 101), long-term liabilities would have 
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increased by R1 579 208 (2012: R2 955 085) and the current portion of long-term liabilities 
would have increased by R601 988 (2012: R1 168 397). Additionally, the surplus for the period 
and accumulated surplus would have increased by R127 162 (2012: R484 323). 

Government grants and subsidies 

24. The municipality had incorrectly recognised the Neighbourhood Development Partnership 
Grant as equitable shares due to National Treasury withholding a portion of the municipality’s 
equitable shares. If the grant was recorded correctly equitable share included in grants and 
subsidies in the statement of financial performance and disclosed in note 17 to the financial 
statements would decrease by R15 666 000 and unspent conditional grants disclosed in the 
statement of financial position and note 1 1 to the financial statements would increase with the 
same amount. 

Property rates 

25. In the prior year, I was unable to obtain sufficient appropriate audit evidence for the 
corresponding figure for property rates of R5 159 519 disclosed the statement of financial 
performance and in note 12 to the financial statements. Consequently my audit opinion on the 
financial statements for the period ended 30 June 2012 was modified accordingly. As 
management did not take adequate corrective steps, I was unable to determine whether any 
adjustment to this amount was necessary. My opinion on the current period’s financial 
statements is also modified because of the possible effect of this matter on the comparability 
of the current period’s figures. 

Risk management 

26. I was unable to obtain sufficient appropriate audit evidence to conclude that the entity 
complied with SA Standard of GRAP, GRAP 104; Financial instruments. The nature and 
extent of risks arising from financial instruments has not been assessed and disclosed in the 
financial statements. I was unable to confirm the exposure to these risks by alternative means. 
Consequently, I was unable to determine whether any additional disclosure of risk exposure 
was necessary. 

Cash flow statement 

27. Taking into account the misstatements identified in the financial statements and set out in this 
report, I was unable to practicably quantify the misstatements in the cash flow statement and 
notes thereto. Consequently, I was unable to determine whether any adjustment relating to the 
cash flow statement and notes thereto was necessary. 

Disclaimer of opinion 

28. Because of the significance of the matters described in the basis for disclaimer of opinion 
paragraphs, I have not been able to obtain sufficient appropriate audit evidence to provide a 
basis for an audit opinion. Accordingly, I do not express an opinion on these financial 
statements. 

Emphasis of matter 

29. 1 draw attention to the matters below. My opinion is not modified in respect of this matter. 

Material under spending of conditional grants 

30. As disclosed in note 1 1 to the financial statements, the municipality has materially under spent 
on conditional grants by R35 496 212 (2012: R22 570 094). The material under spending 
occurred mainly on the Municipal Infrastructure Grant and the national grants for various 
projects. As a consequence, service delivery was affected negatively. 
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Additional matter 

31 . I draw attention to the matter below. My opinion is not modified in respect of this matter. 


Unaudited supplementary schedules 

32. The supplementary information set out on pages XX to XX does not form part of the financial 
statements and is presented as additional information. I have not audited these annexures 
and, accordingly, I do not express an opinion thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

33. In accordance with the PAA and the General Notice issued in terms thereof, I report the 
following findings relevant to performance against predetermined objectives, compliance with 
laws and regulations and internal control, but not for the purpose of expressing an opinion. 

Predetermined objectives 

34. I performed procedures to obtain evidence about the usefulness and reliability of the 
information in the annual performance report as set out on pages XX to XX of the annual 
report. 

35. The reported performance against predetermined objectives was evaluated against the overall 
criteria of usefulness and reliability. The usefulness of information in the annual performance 
report relates to whether it is presented in accordance with the National Treasury’s annual 
reporting principles and whether the reported performance is consistent with the planned 
development priorities or objectives. The usefulness of information further relates to whether 
indicators and targets are measurable (i.e. well defined, verifiable, specific, measurable and 
time bound) and relevant as required by the National Treasury Framework for managing 
programme performance information (FMPPI). 

36. The reliability of the information in respect of the selected development priorities and 
objectives is assessed to determine whether it adequately reflects the facts (i.e. whether it is 
valid, accurate and complete). 

37. The material findings are as follows; 

Usefulness of information 

38. Section 46 of the Municipal Systems Act, 2000 (Act 32 of 2000) (MSA), requires disclosure in 
the annual performance report of measures taken to improve performance where planned 
targets were not achieved. Measures to improve performance for a total of 89% of the planned 
targets relevant to Infrastructure development, 67 % of the planned targets relevant to financial 
services and 97% of the planned targets relevant to Community Social services not achieved 
were not reflected in the annual performance report. This was due to the fact that 
management was aware of the requirements of the FMPPI but did not implement the 
requirements thereof in preparing the annual performance report. 

39. The FMPPI requires that performance indicators be well defined and verifiable and targets be 
specific, measureable and time bound: 

• A total of 59% of the indicators relevant to infrastructure development, 73 % of the 
indicators relevant to financial services and 93% of the indicators relevant to community 
social services were not well defined in that clear, unambiguous data definitions were not 
available to allow for data to be collected consistently. 

• A total of 1 00% of the indicators relevant to infrastructure development, financial services 
and community social services were not verifiable in that valid processes and systems 
that produce the information on actual performance did not exist. 

• A total of 41 % of the targets relevant to infrastructure development, 33% of the targets 
relevant to financial services and 77% of the targets relevant to community social services 
71% were not specific in clearly identifying the nature and the required level of 
performance. 
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• The required performance could not be measured for a total of 33% of the targets relevant 
to infrastructure development, 77 % of the targets relevant to financial services and 93% 
relevant to community social services. 

This was due to the fact that management was aware of the requirements of the FMPPI but 
did not receive the necessary training to enable application of the principles. 

Reliability of information 

40. The FMPPI requires that institutions should have appropriate systems to collect, collate, verify 
and store performance information to ensure valid, accurate and complete reporting of actual 
achievements against planned objectives, indicators and targets. The information presented 
with respect to infrastructure development, financial services and community social services 
was not reliable when compared to the source information provided. This was due to the lack 
of standard operating procedures for the accurate recording of actual achievements, 
monitoring of the completeness of source documentation in support of actual achievements 
and frequent review of validity of reported achievements against source documentation. 

Compliance with laws and regulations 

41 . I performed procedures to obtain evidence that the municipality has complied with applicable 
laws and regulations regarding financial matters, financial management and other related 
matters. My findings on material non-compliance with specific matters in key applicable laws 
and regulations as set out in the General Notice issued in terms of the PAA are as follows; 

Budget 

42. Quarterly reports were not submitted to the council on the implementation of the budget and 
financial state of affairs of the municipality within 30 days after the end of each quarter, as 
required by section 52(d) of the MFMA. 

Strategic planning and performance management 

43. The municipality did not have and maintain effective, efficient and transparent systems of 
internal control regarding performance management as required by section 62(1)(c)(i) of the 
MFMA. 

44. The integrated development plan adopted by the municipality does not reflect and identify a 
financial plan for the key performance indicators and targets, as required by sections 26 and 
41 of the MSA. 

45. The municipality did not afford the local community at least 21 days to comment on the final 
draft of its integrated development plan before the plan was submitted to council for adoption, 
as required by Municipal planning and performance management regulation 15(3). 

46. The municipality did not set key performance indicators, including input indicators, output 
indicators and outcome indicators, in respect of each of the development priorities and 
objectives set out in the integrated development plan, as required by section 41(1)(a) of the 
MSA and the Municipal planning and performance management regulation 1 and 9(1 )(a). 

47. The municipality did not set measurable performance targets for the financial year with regard 
to each of the development priorities and objectives and key performance indicators set out in 
the integrated development plan, as required by section 41(1)(b) of the MSA and the Municipal 
planning and performance management regulation 12(1) and 12(2)(e). 

Annual financial statements, performance and annual reports 

48. The financial statements submitted for auditing were not prepared in all material respects in 
accordance with the requirements of section 122 of the MFMA. Material misstatements 
identified by the auditors in the submitted financial statements were not adequately corrected 
and the supporting records could not be provided subsequently, which resulted in the financial 
statements receiving a disclaimer audit opinion. 
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Procurement and contract management 

49. Goods and services with a transaction value of below R200 000 were procured without 
obtaining the required price quotations as required by Supply Chain Management Regulation 
(SCM) 17(a) and (c). 

50. Goods and services of a transaction value above R200 000 were procured without inviting 
competitive bids, as required by SCM regulation 19(a). 

51 . Invitations for competitive bidding were not always advertised for a required minimum period of 
days, as required by SCM regulation 22(1) and 22(2). 

52. The preference point system was not applied in all procurement of goods and services above 
R30 000 as required by section 2(a) of the Preferential Procurement Policy Framework Act 
No.5 of 2000 (PPPFA) and SCM regulation 28(1 )(a). 

53. The performance of contractors or providers was not monitored on a monthly basis, as 
required by section 116(2)(b) of the MFMA. 

54. The contract performance and monitoring measures and methods were insufficient to ensure 
effective contract management, as required by section 1 16(2)(c) of the MFMA. 

55. Construction contracts were awarded to contractors that were not registered with the 
Construction Industry Development Board (CIDB) and did not qualify for the contract, in 
accordance with section 18(1) of the CIDB Act and CIDB regulations 17 and 25(7A). 

56. Contracts and quotations were awarded to bidders based on preference points that were not 
calculated in accordance with the requirements of the PPPFA. 

57. Contracts and quotations were awarded to bidders based on points given for criteria that 
differed from those stipulated in the original invitation for bidding and quotations, in 
contravention of SCM Regulations 21(b) and 28(1 )(a) and the Preferential Procurement 
Regulations. 

Human resource management and compensation 

58. The competencies of financial and supply chain management officials were not assessed 
promptly in order to identify and address gaps in competency levels as required by the 
Municipal Regulations on Minimum Competency Levels regulation 13. 

59. An acting municipal manager was appointed for a period of more than six months, in 
contravention of section 54A(2A) and 56(1 )(c) of the MSA. 

Audit committees 

60. The audit committee did not advise the council on matters relating to the adequacy, reliability 
and accuracy of financial reporting and information, as required by section 166(2)(a)(iv) of the 
MFMA. 

61 . The audit committee did not review the annual financial statements to provide the council with 
an authoritative and credible view of the financial position of the entity, its efficiency and 
effectiveness and its overall level of compliance with legislation, as required by section 
166(2)(b) of the MFMA. 

Revenue management 

62. An adequate management, accounting and information system which accounts for revenue 
was not in place, as required by section 64(2)(e) of the MFMA. 

Asset management and liability management 

63. An adequate management, accounting and information system which accounts for assets was 
not in place, as required by section 63(2)(a) of the MFMA. 

64. An effective system of internal control for assets (including an asset register) was not in place, 
as required by section 63(2)(c) of the MFMA. 


65. An adequate management, accounting and information system which accounts for liabilities 
was not in place, as required by section 63(2)(a) of the MFMA. 

66. An effective system of internal control for liabilities was not in place, as required by section 
63(2)(c) of the MFMA. 

Waste and sewer management 

67. The municipality operated its waste disposal sites and wastewater treatment facilities without 
licenses or permits in contravention of section 20(b) of the National Environmental 
Management Waste Act, 2008 (Act No. 59 of 2008) (NEMWA), section 24(2)(a) of the National 
Environmental Management Act, 1998 (Act No. 107 of 1998) (NEMA), section 20(1) of the 
Environmental Conservation Act, 1989 (Act No. 73 of 1989) (ECA) and section 22(1 )(b) of the 
National Water Act, 1 998 (Act No. 36 of 1 998) (NWA). 

68. The municipality’s operational activities at its waste disposal sites and wastewater treatment 
facilities contravened or failed to comply with the requirements of a waste management permit 
or license and the regulatory provisions in terms of section 67(1 )(f) and (h) of the NEMWA and 
section 29(4) of the ECA in instances where such were issued. 

69. The municipality’s waste management and disposal activities contravened or failed to comply 
with the requirements of section 28(1) of the NEMA, section 19 of the NWA and sections 
16(1)(c) and (d) and 26(1 )(b) of the NEMWA. 

Expenditure management 

70. Reasonable steps were not taken to prevent unauthorised, irregular and fruitless and wasteful 
expenditure as required by section 62(1 )(d) of the MFMA. 

71 . Money owing by the municipality was not always paid within 30 days or an agreed period, as 
required by section 65(2)(e) of the MFMA. 

Consequences management 

72. Unauthorised, irregular as well as fruitless and wasteful expenditure incurred by the 
municipality was not investigated to determine if any person is liable for the expenditure, in 
accordance with the requirements of section 32(2) of the MFMA. 

73. Council certified unauthorised expenditure as irrecoverable without conducting an investigation 
by council committee to determine the recoverability of the expenditure, as required by section 
32(2) of the MFMA. 

74. Authorisation of unauthorised expenditure was not done through an adjustment budget, as 
required by section 32(2) of the MFMA. 

75. Investigations were not instituted into all allegations of financial misconduct against officials of 
the municipality, as required by section 171(4)(a) of the MFMA. 

Internal control 

76. I considered internal control relevant to my audit of the financial statements, annual 
performance report and compliance with laws and regulations. The matters reported below 
under the fundamentals of internal control are limited to the significant deficiencies that 
resulted in the basis for disclaimer of opinion, the findings on the annual performance report 
and the findings on compliance with laws and regulations included in this report. 

Leadership 

77. Sound integrity and ethical values to promote a culture of honesty, with ethical business 
practices and good governance, to protect and enhance the best interests of the municipality 
are not understood and implemented in order to set the standard to ensure compliance with 
laws and regulations. 

78. Adequate oversight responsibility regarding financial and performance reporting and 
compliance and related internal controls is not exercised. 

79. Effective human resource management to ensure that adequate and sufficiently skilled 
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resources are in place and that performance is monitored is not implemented. There was a 
lack of continuity in key management positions due to numerous suspensions / resignations, 
leading to these positions being filled by acting officials. The additional workload and pressure 
on the individuals who are acting in these positions had a negative impact on the financial and 
performance reporting responsibilities of the municipality. 

80. Policies and procedures are not adequately implemented to enable and support understanding 
and execution of internal control objectives, processes, and responsibilities. Furthermore, 
policies and procedures to ensure that all officials understand the operating thereof and can 
implement the procedures as required are not adequately communicated. 

Financial and performance management 

81. The municipality did not implement a proper record keeping system to ensure that complete, 
relevant and accurate information is accessible and available to support financial, performance 
reporting and compliance with laws and regulations. Management’s lack of internal controls 
and processes over the preparation and presentation of financial statements resulted in 
material misstatements in the financial statements, resulting in a disclaimer of opinion. 

Governance 

82. Management failed to implement appropriate risk management activities to ensure that regular 
risk assessments are conducted and that a risk strategy is developed and monitored to 
address the risks. 

83. The shared internal audit service was not effective during the financial year. The internal audit 
reports were not tabled in council for consideration of recommendations and implementation of 
corrective action. Council and management failed to recognise the value that internal audit can 
add to the municipality. 

84. The shared audit committee service was not effective during the financial year. Council did not 
implement recommendations made by the audit committee therefore it had no impact on the 
achievement of an improved audit outcome for the financial year. 

OTHER REPORTS 

Investigations 

85. On request of the municipality an investigation is being conducted by the Special Investigation 
Unit (SlU) and the South African Police Services (SAPS) to probe the manner in which 
contracts were awarded to contractors. The investigation emanates from previous financial 
years and was still ongoing at the date of this report. 



Potchefstroom 


30 November 2013 



AUDITOR-GENERAL 
SOUTH AFRICA 
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